Western NIS Enterprise Fund 


Who We Are 


Western NIS Enterprise Fund (WNISEF) is the leading private equity fund in Ukraine and Moldova, with ten years of successful experience 
investing in small- and medium-sized companies. Since its inception, WNISEF has invested $108 million in 28 companies in the region 
employing over 21,000 people. As of September 30, 2005, WNISEF has completed 11 full and 8 partial realizations. 


Mission 

Our mission is to build competitive market leaders who attract additional private capital to the region. We serve as a Catalyst for the growth 
of our portfolio companies by utilizing international best practices, corporate governance standards, and prudent environmental practices. 
In doing so, our portfolio is turned from entrepreneurial ventures into professionally managed companies. 


Vision 


Our vision is to be the preferred private equity partner in Ukraine and Moldova for investors and entrepreneurs. 


Values 


WNISEF's values guide all of our actions. 


* Professional approach 
We concentrate on enhancing the business of our portfolio companies by actively taking part in developing the operations and 
management. We provide more than financial support. 
* Ethics 
We believe in transparency and the highest degree of integrity. We are a reliable and ethical partner and respect our business 
engagements. 
* Dedication 
We are committed to reaching our objectives. 
* Profitability 
We aim for profitability through successful investment activities and growth. 
* Innovation 
We challenge our team and business partners to attain and sustain leadership. 


Strategy 

We have a strong growth strategy, which was successfully realized during the past ten years in Ukraine and Moldova. Working together 
with our partners, we strive to increase shareholder value by focusing on increasing company profitability and market share, which in 
turn ensures the successful realization of investments. The amount typically invested in a single company ranges from US $1 million to 
US $10 million. WNISEF's stake varies, but always includes active participation in corporate governance via representation on a portfolio 
company's Board of Directors. 


Our Investments 

Our investments are diverse in terms of their size, sector and type. We invest in a wide range of dynamic growth industries with substantial 
experience in FMCG, industrial goods, retail/distribution and financial services. Our portfolio companies evolve into business leaders with 
significant market shares, strong profitability, capable management teams, transparent accounting and effective corporate governance. 
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Letter from Management 


or the sixth consecutive year, the economies of Ukraine 

and Moldova continued to grow, albeit at slower rates than 

during the first half of this decade. The primary drivers of 
this economic expansion were domestic consumer spending, 
manufacturing strength and increased exports, all accompanied 
by relatively low inflation. That said, rising energy costs and 
contracting export markets have led some to believe the region’s 
past recipe for economic growth has run its course and the time 
has come for bolder structural reform measures. Improving living 
standards has become a key public policy priority for the region, as 
consumers begin earning higher wages, purchasing durable and 
non-durable goods, requiring financing mechanisms that satisfy 
market needs, and demand better public services. 


In Ukraine, macroeconomic and fiscal policy priorities changed 
during the past year with the coming to power of President Viktor 
Yushchenko. Past government preferences that stimulated export 
growth and provided tax breaks to financial industrial groups 
ceased. Instead, state budget resources were reallocated to 
social spending programs targeted to the neediest. Significant 
government efforts were channeled to increase public sector 
wages, better administer health, safety and other public welfare 
programs, and reduce poverty in the country. Leveling the playing 
field for all market participants became a priority that resulted in 

a significant increase in budget revenues from all taxpayers. In 
addition, new regulatory and administrative reform measures 
provided the private sector with hope that government will reduce 
unnecessary interference in the market allowing it to continue 
growing and developing. 


In Moldova, macroeconomic and fiscal stability has provided 
business with confidence for market expansion. Sharing its 

border with several EU states, Moldova’s economy, particularly the 
agricultural sector, benefited from the export of better quality goods 
and processed foods. Internally, rising domestic consumption 
continues to drive improvements in the wholesale and retail sectors. 


Opportunities to develop new products and services for consumers 
in the region are vast. In this regard, strong consumer demand, 
increasing purchasing power, export potential and careful long-term 
planning have benefited WNISEF and its portfolio companies. 


In the food processing and retail industries, our investments 

in portfolio companies that strive to build and sustain market 
leadership continued to show remarkable growth and potential. 
Our acquisition of Natur Bravo, a fruit and vegetable processor 

in Moldova, will facilitate production growth and brand 
development geared toward exports for neighboring markets. 

The dairy industry’s cheese segment in Ukraine has long been 
underdeveloped and fragmented. WNISEF purchased a controlling 
stake in “Shostka City Milk Plant” during 2005 with plans to improve 
the company’s sales and distribution and expand market share 
domestically and abroad. Competition and growth in Ukraine’s 
confectionary market continues, and AVK, our portfolio company 
continues to sustain its leading market position. Capitalizing on 
the demand for good quality quick-service restaurants in Ukraine, 
Shvydko began an aggressive restaurant expansion plan that 
includes construction of several new eateries in the city of Kyiv and 
environs. 


In the dynamic and growing banking and financial services sectors, 
WNISEF continued to meet broad demand for small business 
loans, home mortgages and consumer lending through a number 
of diversified portfolio investments. ProCredit Bank in Ukraine, 
which provides entrepreneurs with micro and small business 

loans, broadened its market penetration by opening new regional 
branches and attracted additional lines of credit and investment 
from international financial institutions. The International Mortgage 
Bank opened its doors early last year in Ukraine to the country’s 
bourgeoning middle class, which aspires to fulfill the dream of 
home ownership and building equity. Mortgage lending took off 
during the year and will provide possibilities for future individual 
portfolio refinancing and securitization. In another transaction, 
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WNISEF invested in Favorit Capital, a credit intermediary focused 
on consumer installment loans, which responds to growth in 
purchasing power from rising disposable incomes and demand for 
traditional white goods. 


The value-added to WNISEF investments and the economic impact 
on the local economies is significant. An economic impact study of 
ten WNISEF portfolio companies on the economies of Ukraine and 
Moldova conducted in June 2005, showed every dollar invested 

by WNISEF in the local economy created an additional economic 
impact valued at almost 10 dollars. 


As WNISEF moves into its 11th year of operations in the region, the 
funds made available through the US Congress and administered 
through the US Agency for International Development (USAID) have 
enabled the nascent private equity industry in the region to grow 
and prosper. That said, market opportunities in the region continue 
to demand private equity financing and investment. The growing 
industrial and agricultural sectors in Ukraine and Moldova as well 

as the rising demand for consumer financing and lending offer 
opportunities for further investment, market growth and returns. 


In this regard, WNISEF's Board of Directors - with support from 
USAID - enabled its investment team to spin-out and form a private 
equity manager. Horizon Capital was created in 2005 to meet the 
demands of this growing market, while utilizing the professional 
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DENNIS A. JOHNSON 
Chairman of the Board 
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experience and know-how acquired by WNISEF investment 
managers during the past decade. Horizon Capital will enable us 
to continue meeting our mission of attracting private sector capital 
to these markets. It’s a logical step that testifies to the maturity 
of the market and its preparedness to accept new capital inflows. 
Horizon Capital's team will initially manage one fund - Western 
NIS Enterprise Fund - and intends to raise a second fund in the 
near term. Our team's ten-years of successful investments have 
proved that profitable, transparent, well-governed investments 
can be made and realized in Ukraine and Moldova - meeting the 
investment return expectations of international investors. 


Lastly, during the past year WNISEF marked a decade of conducting 
business in the emerging markets of Ukraine and Moldova. The 
economic rebound witnessed during the past several years in 
particular bolsters investor confidence, engenders excitement 

and offers significant opportunities for investment and returns. 

We would like to thank WNISEF's Board of Directors for their 
commitment, professional guidance and good business judgment 
that has been invaluable over this decade. Our teams in Ukraine 
and Moldova have excelled and continue to achieve impressive 
investment results. We look forward to working with Horizon Capital 
to realize our mutual business goals and objectives. And, lastly, we 
commend our partners for their strategic perspective and business 
leadership, which are a crucial part of our success in this region. 


Miti l. Qa 


NATALIE A. JARESKO 
President and Chief Executive Officer 
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Year in Brief 


October 2004 — September 2005 


November - Shvydko, a leading Ukrainian chain of quick-service 
restaurants serving traditional Ukrainian cuisine, opened its 
eleventh eatery in the city of Brovary expanding its chain outside the 
city of Kyiv. The winning combination of delicious high-quality food, 
affordable prices, plus fast and friendly service has made Shvydko a 
successful restaurant venture. Every fourth citizen of Brovary visits 
Shvydko every day. The restaurant opening was part of the market 
expansion strategy. 


December - ProCredit Bank Ukraine, the country's leading micro- 
and small-business lending institution, received $5 million from 
the Overseas Private Investment Corporation (OPIC). It is the first 
tranche of a $10 million credit line agreed to between ProCredit 
Bank Ukraine and OPIC. Funds will enable ProCredit Bank Ukraine 
to further expand its lending activities and open new branches 
across the country. 


ProCredit Moldova celebrated its fifth anniversary. ProCredit 
Moldova is a key provider of financing to micro-enterprises in 
Moldova. It extends financing in the form of micro loans of up to 
$10,000 and small loans of up to $50,000 to local micro and small 
businesses. With a network of regional offices, the company is able 
to serve Moldovan entrepreneurs throughout the country. Since 

its inception, ProCredit Moldova disbursed 26,978 loans totaling 
$67 million. 


January - ProCredit Moldova recruited Ms. Daniela Wendhaus 
as its new General Manager. Ms. Wendhaus has professional 
experience and expertise in the field of micro-finance. 


February - International Mortgage Bank (IMB), the first specialized 
mortgage bank in Ukraine, opened its doors offering Ukraine's 
middle class an opportunity to fulfill its dream of home ownership 
and a higher standard of living. The bank leads the mortgage 
industry in implementing international standards, which create the 
real possibility of mortgage portfolio refinancing and securitization. 


March - ProCredit Bank Ukraine received the second $5 million 
tranche of an OPIC loan, which allowed the bank to implement its 
ambitious growth strategy. 


WNISEF purchased a controlling stake in OJSC “Shostka City 

Milk Plant". The transaction represents WNISEF's first investment 
in Ukraine's cheese sector - the most dynamic segment of the 
country's dairy industry. WNISEF plans to assist the company in 
improving its competitiveness and expanding market share both in 
Ukraine and abroad. 


April — IMB secured a $30 million, nine and a half year credit facility 
from OPIC. 


June - Fitch Ratings, the International Rating Agency, upgraded 
the long-term rating outlook of ProCredit Bank Ukraine from Stable 
to Positive. The highest rating in Ukraine and the long-term rating 
outlook upgrade from Stable to Positive became possible due to 
shareholders' strong support for the bank, its effective development 
model and a tailored system of internal control. 


July - WNISEF sold its shares in Prettl Kabel Ukraine (PKU), a 
manufacturer of wire harnesses for the automotive and home 
appliances industry. WNISEF created the company in 1998 with 
two partners, Prettl Kabelkonfektion GmbH (Prettl) and CJSC 
"Kamianets-Podilsk Kabel" (KPK). Since 2001, PKU has grown 
continuously due to the expansion of wire and cable industries and 
Ukraine's overall economic recovery. 


September - WNISEF invested in Favorit Capital, a credit 
intermediary focused on distributing installment loans through point 
of sale retail outlets throughout Ukraine. The Ukrainian market for 
consumer loans has considerable potential for growth due to rising 
disposable incomes and consumption, increasing availability of 
capital and convergence to western patterns of consumer finance. 


WNISEF acquired 10096 of Natur Bravo S.A., the leading Moldovan 
fruits and vegetables processor and cannery. Natur Bravo is one of 
the top 50 exporters in Moldova, selling about 9096 of its products 
abroad. 
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Investment Portfolio 


Outstanding Investments through September 30, 2005 (in USD thousands) 


Portfolio Companies Gross Book Value Types of Investment 
AVK 8,713 Equity 
International Mortgage Bank 8,331 Equity 
Natur Bravo 7,000 Equity 
Shostka 7,000 Equity 
ProCredit Bank Ukraine 6,409 Equity and Debt 
Ecoprod 4,902 Equity 
Glass Container Company 4,800 Equity 
Troyanda 3,001 Equity 
Shvydko 3,000 Equity 
Energy Alliance 2,000 Equity 
Favorit Capital 1,702 Equity 
Moldova Agroindbank S.A. 1,651 Equity 
ProCredit Moldova 1,100 Equity and Debt 
Other Investments 6,231 Equity and Debt 
Total: $65,840 


WNISEF Outstanding Portfolio Commitments by Sector 


7% | Other 


5% | Retail and Distribution 


10% | Industrial Goods 
46% | Consumer Goods 


32% | Financial Services 
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Company Profiles 


OPEN JOINT STOCK COMPANY SHOSTKA CITY MILK PLANT 


Attractive investment in a leading producer of hard cheeses 


GENERAL INFORMATION 


Industry Sector ive i chase vad) Veda Pada EIE UMP peri Ia Dairy 
Headquarter Location............... 27A Paryz’koi Komuny Street 

41103, Shostka, Sumy Region, Ukraine 
EMPIOYMENE uoo urea Vetere nie haat done 1,147 employees 
Commitment ........... 0000 cece ees US $6,999,997 (Equity) 
WNISEF's Stake: coe ert rer Re weed earns 68.996 
Initial Date of Investment ...............00000 eee eee March 2005 


MANAGEMENT AND INVESTOR RELATIONS 
Larysa Rudakova, CEO 
Phone: +380(5449)2-3064 


WNISEF CONTACT 

Oksana Strashna, Investment Manager 
Phone: +380(44)490-5580 

E-mail: ostrashna@wnisefk.com 


INVESTMENT RATIONALE 
Shostka has a large market share in the fragmented hard and processed cheese industry. The company’s manufacturing capacity is 
950 tons per month. 
Significant double-digit sales growth over the last three years. In 2005 sales increased by an impressive 51%. 
Excellent manufacturing facilities in a good dairy zone. 
Strong relationships with milk suppliers allowed milk collections to grow consistently year on year. 
Superior product quality, wide assortment and excellent company reputation. 
Solid core management team with a focus on quality. 


INVESTMENT PROGRESS 
Equity capital was used to increase capacity, revenues and market share. 
Refocused domestic marketing and distribution to develop a leading national brand. 
Developed cooperative programs to increase and secure raw milk supply. 
Deepened management team by recruiting additional highly qualified financial, sales, marketing and procurement professionals. 
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Company Profiles 


CLOSED JOINT STOCK COMPANY INTERNATIONAL MORTGAGE BANK 


A model for implementing best global practices in local mortgage lending and client servicing 


GENERAL INFORMATION 


Industry Sector ............-..00000- Financial Services/Banking 
Headquarter Location..................000- 13 Pymonenka Street 

Building 4a, Ground Floor, 04050, Kyiv, Ukraine 
Employment eree raspar nnee eR ers 40 employees 
Commitment ............ 0000 cece eee ee US $8,331,483 (Equity) 
WNISEF's Stake: snd .c ch. re Reb b wee eg eee ear 100% 
Initial Date of Investment ............0.0000 eee September 2004 


WEBSITE: http://www. ipoteka.com.ua 


MANAGEMENT AND INVESTOR RELATIONS 
Yuriy Blashchuk, Chairman 

Phone: +380(44)492-9090 

E-mail: blaschuk@ipoteka.com.ua 


WNISEF CONTACT 

Oksana Strashna, Investment Manager 
Phone: +380(44)490-5580 

E-mail: ostrashna@wnisefk.com 


INVESTMENT RATIONALE 
Ukraine’s banking industry has grown rapidly. Within two years assets of Ukrainian banking sector doubled. 
Ukraine’s banking industry is consolidating and attracting foreign investment. 
Consumer demand for loans, mortgages and other financial services is growing rapidly. 
Mortgage industry is at an early development stage with explosive growth forecasts. 
Positive comparative industry experiences in other markets. 


INVESTMENT PROGRESS 
Recruited strong, talented and dedicated management team. 
Focused on client service and innovative products. 
Established high quality portfolio in first year of operation. 
Committed to standardized approach in improving transparency, efficiency and reporting. 
Consumer loan portfolio of Favorit Capital used to supplement and increase profitability. 
IMB secured a $30 million, nine and a half year credit facility from the Overseas Private Investment Corporation in April 2005. 
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Portfolio Companies 


NATUR BRAVO S.A. 
WNISEF's biggest investment in Moldova. A company with significant export potential. 


GENERAL INFORMATION 


Industry Sector ............-.0000000- Fruit/Vegetable Processor 
Headquarter Location..............-.00eeeeee A. Lapusneanu, 16 

Chisinau MD-2004, Moldova 
Employment 4 sx o exea nC 810 employees 
Commitmen.............. cece eens US $7,000,000 (Equity) 
WNISEF'S: Stake! inre ee prete xt anders ege 10096 
Initial Date of Investment ..............000 ee eee September 2005 


WEBSITE: www.naturbravo.md 


MANAGEMENT AND INVESTOR RELATIONS 
Liliana Cazacu, CEO 

Phone: *373 (22) 23-2942 

E-mail: IcazacuG naturbravo.md 


WNISEF CONTACT 

Alexandru Munteanu, Country Manager for Moldova and Investment Manager 
Phone: +373(22) 23-71-41 

E-mail: amunteanu@wnisefk.com 


INVESTMENT RATIONALE 
Moldova’s comparative geographic and climatic advantage in the fruit and vegetable sector. 
Largest Moldovan fruit and vegetable processor with high quality, but underutilized assets. 
One of the top 50 Moldovan exporters, exporting about 90% of its products. 
Consistently profitable company with significant net working capital and no debt at time of acquisition. 


INVESTMENT PROGRESS 
Recruited highly qualified top management team including CEO, CFO and agri-business specialists. 
Centralized financial management, accounting, purchasing, sales and marketing functions. 
Optimizing and standardizing operations of three production facilities to increase efficiencies. 
Development of new marketing strategy for the company and its leading brand. 
Revamping distribution and sales, analyzing new markets and new product segments. 
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Portfolio Companies 


FAVORIT CAPITAL 


Innovative and exciting investment in consumer finance industry 


GENERAL INFORMATION 


Industry Sector .... 0... ccc Consumer Finance 
Headquarter Location............. 9 Moskovsky Prospekt, Bldg. 3, 

Office 3-601, 3-602 Kyiv, Ukraine 
Employfment 4.04 sae en wen gei ett eate Oe ae 176 employees 
Commitment ............ 000 eee eens US $1,701,773 (Equity) 
WNISEP’S Stake? «ise Rb RNC ue 8596 
Initial Date of Investment ..............000 0c eee September 2005 


WEBSITE: www. familycredit.com.ua 


MANAGEMENT AND INVESTOR RELATIONS 
Valeriy Filipov, CEO 

Phone: +380 (44) 581-1999 

E-mail: vfilipov@familycredit.com.ua 


WNISEF CONTACT 

Alexandru Munteanu, Country Manager for Moldova and Investment Manager 
Phone: +380(44)490-5580 

E-mail: amunteanu@wnisefk.com 


INVESTMENT RATIONALE 
The Central and Eastern European market for consumer loans has grown rapidly. 
Business strategy has low capital requirements with high potential return. 
Experienced team with excellent track record. 
Positive experience of similar business models in Poland. 
Complementary investment to International Mortgage Bank. 


INVESTMENT PROGRESS 
Team was strengthened by specialists with Central European experience. 
Rapid growth in points-of-sale in retail locations. 
Develop proprietary customer database. 
Expand by adding other banks and products. 
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WNISEF — Map of Investments 
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WNISEF — Map of Investments 
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Team Of Professionals 


MANAGEMENT TEAM 


NATALIE A. JARESKO, PRESIDENT & CEO 

Natalie A. Jaresko is responsible for managing WNISEF's strategic development, setting long-term business 
goals, attracting capital to expand investment opportunities, and managing stakeholder relations. During her 
tenure, WNISEF invested $108 million in 28 companies in the region, with 11 full and 8 partial realizations. She 
has personally led transactions in the industrial goods sector and supervised transactions in the retail, FMCG, 
and financial services industries. Ms. Jaresko received the Order of Princess Olha award from the President of 
Ukraine in 2003 for her contributions to the Ukrainian economy. She is a member of President Yushchenko’s 
Foreign Investors Advisory Council, and the Advisory Board of the Ukrainian Center for Promotion of Foreign Investment under the auspices 
of the Cabinet of Ministers of Ukraine. 


Ms. Jaresko, a U.S. citizen fluent in Ukrainian, received her Master's Degree in Public Policy from the Harvard University Kennedy School of 
Government in 1989. She received her Bachelor of Science Degree in Accounting from DePaul University in Chicago, Illinois in 1987 and is 
a Certified Public Accountant (CPA). She is Vice Chair Board of Directors of the International Management Institute (IMI) in Kyiv. 
E-mail: njareskoGwnisefk.com 

( MARK A. IWASHKO, EXECUTIVE VICE PRESIDENT AND CHIEF INVESTMENT OFFICER 

Mr. lwashko is responsible for WNISEF's investment portfolio, including establishing investment strategy and 

b priorities and overseeing investment team transaction development and execution. He worked in private equity 
in Ukraine since 1996 and has sourced, closed and realized numerous investments in a variety of industries. 
Mr. lwashko has also led efforts to establish a number of private equity industry “firsts,” including the leveraged 
recapitalization of a portfolio company in 2004. 


Mr. lwashko is a US citizen who speaks fluent Ukrainian and has made Ukraine his home since 1996. He received his Master's Degree in 
Business Administration from Harvard Business School in 1991. He received a graduate degree from the University of Illinois in Mechanical 
Engineering in 1984 and his undergraduate degree in Mechanical Engineering from the University of Colorado in 1983. 

E-mail: miwashko@wnisefk.com 


LENNA KOSZARNY, CHIEF FINANCIAL OFFICER 

Ms. Koszarny supervises WNISEF's finance, human resource and administrative functions. She provides 
strategic, financial and tax advice to senior management and the investment team as well as analysis and 
monitoring of portfolio company performance. Her other responsibilities include converting business strategy 
into financial strategy, maintaining control over WNISEF assets and expenditures, ensuring compliance with 
internal policies and procedures, overseeing information systems that support the decision-making process, and 
providing accurate and timely reporting to key stakeholders. Ms. Koszarny has worked in Ukraine since 1993 
and has six years of private equity experience. 


Ms. Koszarny, a Canadian citizen fluent in Ukrainian, received her Honors Business Administration Degree at the Richard Ivey School of 
Business in London, Canada in 1991. She qualified as a Chartered Accountant with Coopers & Lybrand and has been a member of the 
Canadian Institute of Chartered Accountants since 1993. She is Vice-Chair of the Board of Kyiv-Mohyla Business School. 

E-mail: IkoszarnyGwnisefk.com 
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INVESTMENT TEAM 


Team Of Professionals 


Experienced managers with a proven track record of investing in companies and managing them effectively 


NATALIE BEST, 

INVESTMENT MANAGER 

Ms. Best began her career with 
WNISEF in 1998. She is responsible for 
developing the investment deal flow in 
TMT and light industry, as well as real 
estate and retail-related industries. 
During her tenure, Ms. Best has had first hand experience in 
turnaround situations, including debt restructuring, implementing 
management change, and settlement of shareholder disputes. 


A native Ukrainian, Ms. Best received her Master's Degree in 

Business Administration from the Fisher Business School at Ohio 
State University in 1998, and a Bachelor's Degree in Finance and 
Accounting from West Texas A&M University in 1996. Since 2003, 


Natalie Best has served as Co-Chair of the Finance and Investment 


Committee of the American Chamber of Commerce in Ukraine. 
E-mail: nbest@wnisefk.com 


PETER CHARCHALIS, 
INVESTMENT MANAGER 
Mr. Charchalis has significant 
knowledge and expertise in the FMCG, 
logistics and distribution industries. 
—| He advices portfolio companies in the 

- Y use of innovative financial instruments, 
including one of the first and largest domestic corporate bond 
issuances. He has five years of experience in the Ukrainian 
market. 


Mr. Charchalis, a US citizen fluent in Ukrainian, earned his Master's 


Degree in Business Administration from New York University's 


Stern School of Business in 1995. He received his Bachelor of Arts 


Degree in International Business from Ohio Wesleyan University 
in 1987. 
E-mail: pcharchalis@wnisefk.com 


ALEXANDRU MUNTEANU, 
COUNTRY MANAGER FOR MOLDOVA 
AND INVESTMENT MANAGER 

Mr. Munteanu joined WNISEF in 1997 to 
manage a diverse portfolio of Moldovan 
companies, Moldovan stakeholder 

1 relations, and administration of the 
Chisinau team and office. He brought extensive competencies in 
the financial services industry to WNISEF, enabling him to actively 
develop WNISEF's financial services portfolio in both Ukraine and 
Moldova. Mr. Munteanu has experience in buyouts, expansions, 
restructurings and realizations. He has effectively directed capital 
expansions and financial restructuring efforts as a member of the 
Board of Directors of several portfolio companies. 


A native Moldovan, Mr. Munteanu received his Master's Degree 
in Economic Policy Management from Columbia University. He 

also has a Master's Degree in Theoretical Physics from Moscow 
University. 

E-mail: amunteanuGwnisefk.com 


OKSANA STRASHNA, 
INVESTMENT MANAGER 

Over the past ten years, Ms. Strashna 
has effectively participated in every 
stage of private equity portfolio 
development: identification of 
investment opportunities, due 
diligence, structuring and valuation, negotiation, relationship 
management, and monitoring. She has experience in a variety 
of industries, including financial services, FMCG, and light 
manufacturing. 


A native Ukrainian, Ms. Strashna received her Master's Degree 
in Business Administration from the Kellogg Graduate School of 
Management at Northwestern University in 1996. In 2001, she 
became one of the first Ukrainians to earn a Chartered Financial 
Analyst (CFA) designation. 

E-mail: ostrashna@wnisefk.com 
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Investment Climate 


Ukraine 


The dramatic change investors were anticipating in Ukraine culminated during the 2004 winter Orange Revolution. The presidential 
election that brought Viktor Yushchenko to power restored democratic governance and lifted the authoritarian practices of the previous 
administration. Ukraine reaffirmed its commitment to democratic values and chose European integration as its strategic policy course. 
Despite upcoming parliamentary elections in 2006, a sense of normalcy has returned to Ukraine. Governing institutions began operating 
more democratically and popular support for anti-corruption efforts forced government to embark on policies that end abuse of power and 
pillaging of state budget revenues and assets. Financing public health, welfare and social programs for the most needy was a government 
priority, which made inroads into decreasing poverty. The country experienced its sixth consecutive year of economic growth, despite a 


slowdown in 2005 due to lower steel exports and higher energy costs. 


Economic achievements 


European Union designated Ukraine as a market economy. 
Nominal incomes of Ukrainian citizens increased by 43%. 
Inflation in 2005 stood at 10.3% compared to 12.3% in 2004. 
National Bank reserves doubled in 2005. 

The shadow economy was reduced by 7%. 

The “Stop Contraband” customs program was launched 
reducing corruption and customs clearance procedures while 
increasing budget revenues by almost 70%. 

“One stop shop” for new business registration was launched. 


Socio-political situation 
Freedom and democracy testify to Ukraine’s active civil society. 


Free press and no government censorship. 

“Transparency International” raised Ukraine’s corruption rating 
to 113 out of 158 countries, attesting to inroads made to fight 
corruption (Ukraine was 128 in 2004). 

More than one million new jobs were created and 
unemployment dropped to 7% from 8.6% in 2004. 


Indicators 2001 
Real GDP Growth, % 9.2 
Average Inflation, % 6.1 
Exchange Rate, USD 5.37 


Current Account Balance, % of GDP 3.7 
Foreign Debt Stock, USD billions 20.4 
FDI (USD billions, net) 0.7 


Sources: ICPS, NBU 


FDI increasing 


2002 


5.2 
-0.6 
5.33 
7.9 
21.6 
0.7 


Foreign direct investment into Ukraine’s economy increased by 
$7.3 billion in 2005. 

Since independence, $16.3 billion in FDI has been invested in 
Ukraine. 

“Kryvorizhstal” was sold in a transparent tender to the Mittal 
Steel Company for $4.8 billion. 

Aval Postal-Pension Bank was sold to Austria’s Raiffaissen Bank 
for $1 billion, while a minority stake in UkrSibBank to the French 
BNP Paribas also fetched several hundred million dollars. 
Successful IPOs on the London Stock Exchange’s Alternative 
Investment Market by three Ukrainian companies were firsts. 
Banking, retail, energy, metals, mining and food processing are 
among sectors attracting the highest foreign investment. 

A number of well-known large retail chains announced plans to 
invest in Ukraine, reacting to strong consumer market. 


2003 2004 2005 
9.6 12.1 2.6 
8.2 12.3 10.3 

5.33 5.32 5.05 
5.8 10.5 3.1 
23.8 30.6 38.8 
1.4 1.7 7.3 
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Investment Climate 


Moldova 


Moldova is committed to and has made progress in applying the principles of democracy and pluralism. The economic performance 

over the past two years has been good. The sharp currency appreciation in 2004-2005 had a mild effect on external competitiveness, as 
exports continued to grow supported by strong economic growth in the region. The government pursued a prudent fiscal policy managing 
to sustain consolidated budget surpluses in both 2004 and 2005, thus providing a stronger base for debt servicing. Social indicators also 
improved, mostly due to the remittance financed safety net. 


As of June 1, 2005, Moldova has the right to import goods from 
member countries of the Stability Pact for South East Europe 
under its preference regime. 


Stable economic growth 
Sustainable GDP growth over the last 5 years. 
Industrial output grew by 6.3% in 2005. 
Average nominal salaries grew by 24%. 
“One stop shop" for business licensing was launched. 
Exports primarily consist of agricultural products, which account 
for about 5396 of total exports. 
Moldova has become the exporter of oil products for the first 
time in its history. 
Both imports and exports continued rising. 


Investment climate improving 
The influx of direct foreign investments to the Moldovan 
economy for the January-September 2005 period constituted 
$159 million. 
Most significant recipients of investment: energy, food 
processing, retail and wholesale trade, transportation and 
communications sectors. 
In 2006, the corporate income tax rate will be reduced to 1596 
from 1896. 
Formal trade barriers and administrative hurdles with respect 
to business registration, licensing and tax administration were 
reduced. The “Guillotine Law" adopted in February 2005 is 
expected to lead to further cuts in red tape for local and foreign 


Integration with Europe remains a key priority 
The World Bank adopted a new strategy of assistance to 
Moldova in 2005-2008 with a $137 million loan. 
The preliminary agreement for a pending $157 million Poverty 
Reduction and Growth Facility was reached with International 
Monetary Fund. 


The European Union provided 42 million EURO for fulfilling a investors. 

part of the three-year Moldova-European Union Action Plan. 
Indicators 2001 2002 2003 2004 2005 
Real GDP Growth, 96 6.1 7.2 6.3 7.3 7.1* 
Average Inflation, % 9.6 5.2 15.7 12.5 10.0* 
Exchange Rate, USD 13.0 13.6 13.9 12.3 12.9 
Current Account Balance, 96 of GDP -4.6 -3.1 -7.3 -5.5 -7.5 
Foreign Debt Stock, USD billions 1.0 1.2 1.4 1.4 1.4 
FDI (USD millions, net) 147 117 71 88 260* 


Sources: World Bank, EIU, National Bank of Moldova 
* estimates 
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Consolidated Financial Statements 


Independent Auditors’ Report 


To the Board of Directors 
Western NIS Enterprise Fund 


We have audited the accompanying consolidated statements of assets and liabilities of Western NIS Enterprise Fund (the Fund) and 
subsidiaries, including the consolidated condensed schedule of investments, as of September 30, 2005, and the related consolidated 
statements of operations and changes in fund balance and cash flows for the year then ended. These financial statements are the 
responsibility of the Fund’s management. Our responsibility is to express an opinion on the financial statements based on our audit. The 
financial statements of the Fund as of September 30, 2004 and for the year then ended were audited by other auditors whose report dated 
January 12, 2005, expressed an unqualified opinion on those statements. 


We conducted our audit in accordance with auditing standards generally accepted in the United States. Those standards require that 

we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material 
misstatement. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated 
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall 
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. 


In our opinion the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial 
position of Western NIS Enterprise Fund and subsidiaries as of September 30, 2005, and the results of their consolidated operations and 
changes in fund balance and cash flows for the year then ended in conformity with accounting principles generally accepted in the United 
States. 


CISC KA G ARLES 


CJSC KPMG Audit 
November 24, 2005 
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Consolidated Financial Statements 


Assets 


Investments, at fair value: 
Equity and debt securities (cost $65,839,675 and $53,525,110 


CONSOLIDATED STATEMENTS OF ASSETS AND LIABILITIES 


September 30, 2005 and 2004 


Expressed in US Dollars 


as of September 30, 2005 and 2004, respectively) 


Cash and cash equivalents (note 5) 
Prepaid rent and other prepaid expenses 
Accrued interest, dividends and other income 


Fixed assets, net of accumulated depreciation and amortization (note 6) 


Other assets 
Total assets 


Liabilities and fund balance 


Accounts payable and other accrued expenses 
Exit-based incentive payable (note 8) 


Other liabilities (note 12) 


Total liabilities 


Commitments and contingencies (notes 9 and 12) 


Fund balance 


Total liabilities and fund balance 


See accompanying notes to consolidated financial statements. 


2005 2004 

$ 57,902,198 $ 42,587,633 
6,970,014 2,088,421 
162,575 157,586 

203,671 332,132 

417,157 432,037 
1,906,412 2,131,274 

$ 67,562,027 $ 47,729,083 
$ 473,574 $ 392,198 
939,146 1,872,549 
2,069,792 68,310 
3,482,512 2,333,057 
64,079,515 45,396,026 

$ 67,562,027 $ 47,729,083 
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Consolidated Financial Statements 


CONSOLIDATED STATEMENTS OF OPERATIONS AND CHANGES IN FUND BALANCE 


Years ended September 30, 2005 and 2004 


Expressed in US Dollars 


2005 2004 

Investment income 

Dividend income 481,714 $ 1,138,439 

Interest income 725,033 628,489 

Other income 127,097 601,782 
Total investment income 1,333,844 2,368,710 
Expenses 
Employee compensation and benefits (note 7) 2,380,815 2,441,454 
Exit-based incentive expense - equity incentive plan (note 8) 856,550 1,282,782 
Exit-based incentive expense - financial participation rights (note 3) - 478,195 
Professional fees 1,959,197 1,737,054 
Business travel 470,600 313,468 
Occupancy 274,601 285,325 
Depreciation and amortization 100,839 149,410 
Other operating 531,510 364,520 
Total expenses 6,574,112 7,052,208 
Net investment loss (5,240,268) (4,683,498) 
Net realized and change in unrealized gain on investments 
Net realized (loss) gain on investments (note 11) (48,416) 4,389,907 
Net change in unrealized losses on investments (note 12) 3,000,000 3,200,000 
Net realized and change in unrealized gain on investments 2,951,584 7,589,907 
Net (decrease) increase in fund balance from operations (2,288,684) 2,906,409 
U.S. Government grants (note 4) 20,100,000 - 
Deferred exit-based incentive 872,173 (314,783) 
Net increase in fund balance 18,683,489 2,591,626 
Fund balance, beginning of year 45,396,026 42,804,400 
Fund balance, end of year $ 64,079,515 $ 45,396,026 


See accompanying notes to consolidated financial statements. 
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Consolidated Financial Statements 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


Years ended September 30, 2005 and 2004 


Expressed in US Dollars 


Cash flows from operating activities 
Net (decrease) increase in fund balance from operations 
Adjustments to reconcile net (decrease) increase in fund balance to 
net cash used in operating activities: 
Disbursements for: 
Equity securities 
Debt securities 
Fixed assets 
Proceeds from: 
Equity securities 
Debt securities 
Fixed assets 
Net realized loss (gain) from sale of investments 
Net change in unrealized losses on investments 
Loss (gain) on disposal of fixed assets 
Deferred exit-based incentive 
Depreciation and amortization 
(Increase) in prepaid rent and other prepaid expenses 
Decrease (increase) in accrued interest, dividends and other income 
Decrease (increase) in other assets 
Increase (decrease) in accounts payable and other accrued expenses 
(Decrease) increase in exit-based incentive payable 
Increase (decrease) in other liabilities 
Net cash used in operating activities 


Cash flows from financing activities 
Cash received from U.S. Government grants 
Net cash provided by financing activities 


Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents, beginning of year 


Cash and cash equivalents, end of year 


See accompanying notes to consolidated financial statements. 


2005 2004 

$ (2,288,684) 2,906,409 
(16,108,858) (12,675,097) 
(1,100,000) (1,500,000) 
(90,375) (98,614) 
442,420 13,684,410 
3,640,796 1,000,000 

749 322,796 

48,416 (4,389,907) 
(3,000,000) (3,200,000) 
3,667 (64,456) 

872,173 (314,783) 
100,839 149,410 
(4,989) (4,534) 
128,461 (175,878) 
987,523 (1,804,239) 
81,376 (54,624) 
(933,403) 112,931 
2,001,482 (269,673) 
(15,218,407) (6,375,849) 
20,100,000 - 
20,100,000 - 
4,881,593 (6,375,849) 
2,088,421 8,464,270 

$ 6,970,014 2,088,421 
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Consolidated Financial Statements 


CONSOLIDATED CONDENSED SCHEDULE OF INVESTMENTS 
September 30, 2005 
Expressed in US Dollars 


Investments (90.3%)! Principal/Shares/Interest Cost Fair Value 
Equity (83.0%) 
Ukraine (69.4%) 
Food processing (37.4%) 
CJSC AVK 9,867,477 $ 8,712,951 
OJSC Shostka City Milk Factory 1,070,059 6,999,997 
CJSC Shvydko Ukraine 8,053,820 3,000,000 
CJSC Sonola 802,254,766 3,000,000 
Other 2,251,030 
Financial services (23.1%) 
CJSC International Mortgage Bank 37,167,201 8,331,483 
CJSC ProCredit Bank Ukraine 31,461 2,758,657 
CJSC Energy Alliance (note 9) 934,270,627? 2,000,000 
132,085,215° 
Other 1,701,773 
Agribusiness (7.6%) 
CJSC Ecoprod A.T. 114 4,901,785 
Manufacturing (1.3%) 843,491 
Moldova (13.6%) 
Food processing (10.9%) 
Natur Bravo S.A. 82,970,016 7,000,000 
Financial services (2.7%) 1,751,031 
Total Equity $ 60,788,147 53,252,198 
Debt (7.3%) 
Ukraine (5.7%) 
Financial services (5.7%) 
CJSC ProCredit Bank Ukraine $ 3,650,000 3,650,000 
Moldova (1.6%) 
Financial services (1.6%) 1,000,000 
Total Debt 5,051,528 4,650,000 
TOTAL INVESTMENTS $ 65,839,675 $ 57,902,198 


1 Percentages indicated are based on fund balance as of September 30, 2005. The Fund’s investments are closed-end investments with 


no periodic liquidity. 
2 Common shares. 
3 Preferred shares. 


See accompanying notes to consolidated financial statements. 
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Consolidated Financial Statements 


CONSOLIDATED CONDENSED SCHEDULE OF INVESTMENTS 


September 30, 2004 
Expressed in US Dollars 


Investments (93.896)! Principal/Shares/Interest Cost Fair Value 
Equity (78.0%) 
Ukraine (74.1%) 

Food processing (30.8%) 

CJSC AVK 9,867,477 $ 8,712,951 

CJSC Shvydko 8,053,810 3,000,000 

Other 2,251,030 

Financial services (25.8%) 

CJSC International Mortgage Bank 37,167,201 6,965,693 

CJSC ProCredit Bank Ukraine 31,461 2,758,657 

CJSC Energy Alliance (note 9) 934,270,627? 2,000,000 

132,085,215? 

Agribusiness (10.896) 

CJSC Ecoprod A.T. 114 4,901,785 

Manufacturing (6.796) 

Other 3,055,690 
Moldova (3.996) 

Financial services (3.996) 1,751,031 
Total Equity $ 45,932,786 35,396,837 
Debt (15.896) 

Ukraine (13.896) 

Financial services (13.896) 

CJSC ProCredit Bank Ukraine $ 6,290,796 6,290,796 
Moldova (2.096) 

Financial services (2.096) 900,000 
Total Debt 7,592,324 7,190,796 
TOTAL INVESTMENTS $ 53,525,110 $ 42,587,633 


1 Percentages indicated are based on fund balance as of September 30, 2004. The Fund’s investments are closed-end investments with 


no periodic liquidity. 
2 Common shares. 
3 Preferred shares. 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


1. Background 


(a) Organization and Description of Business 


Western NIS Enterprise Fund (the Fund) is a not-for-profit 
corporation for tax purposes formed pursuant to the Support for 
East European Democracy Act of 1989 (the SEED Act) and the 
1992 Freedom for Russia and Emerging Eurasian Democracies and 
Open Markets Support Act (the FREEDOM Support Act). The Fund 
promotes the development of the private sector in the Western NIS 
region (the Region), which consists of Ukraine, Moldova and 
Belarus. The United States Congress authorized appropriations 

of $150 million, of which $145 million has been committed by 

the United States Agency for International Development (USAID) 
for Fund program purposes and administrative expenditures 

(the Grant). Grants received from USAID are conditioned upon the 
Fund’s compliance with the requirements of the Grant agreement 
with USAID and the SEED and FREEDOM Support Acts, which 
impose certain U.S. policy objectives and reporting obligations. 
Under the terms of this Grant agreement, the Fund may hold 

funds in interest bearing accounts and may retain investment 

and realized gain income for program purposes. According to the 
Grant agreement, USAID may establish the date (the Termination 
Commencement Date) after which the Fund shall not make any 
new commitments or investments, and shall commence the 
winding up of its affairs and sale of its assets. The Termination 
Commencement Date will not occur earlier than ten years after the 
date of incorporation or later than fifteen years from such date of 
incorporation, except as may otherwise be agreed to by USAID and 
the Fund. The Fund was incorporated on August 26, 1994 and as of 
September 30, 2005, no termination plan has been developed. 


The Fund is engaged in a broad private investment program in 

the Region, which through equity, debt investments, technical 
assistance and other measures, emphasizes a commitment to 
small and medium sized private businesses. Through its direct 
role in investments in the Region’s private sector, the Fund seeks 
to generate profits that will further support its activities and attract 
investment by others. As part of its investment operations, the 
Fund may obtain representation on management and supervisory 
councils of investee companies. 


WNISEF Holding Company #1 (the Holding Company #1), a 
Delaware corporation, is a 100%-owned subsidiary of the Fund. 
Holding Company #1 was incorporated October 26, 1995 for the 
purpose of establishing the Western NIS Enterprise Fund Finance 
Company, Ltd. (“FINCO”). FINCO is a 99% owned subsidiary of the 
Fund, while the remaining 1% is owned by Holding Company #1. 
FINCO was established as a Ukrainian Limited Liability Company 
on April 8, 1996 for the sole purpose of conducting small business 
lending on behalf of the Fund. FINCO does not engage in new 
lending, its operations are limited to collecting outstanding loans. 
Both FINCO and Holding Company #1 are considered dormant. 


Western NIS Enterprise Limited (WNISEL) is a 99.9% owned 
subsidiary of the Fund. WNISEL was established in Cyprus on 
December 12, 1996 for the sole purpose of engaging in capital 
investments on behalf of the Fund, where a second shareholder 

is required by Ukrainian legislation. As of September 30, 2005, 
WNISEL held a nominal position in Closed Joint Stock Company 
(CJSC) International Mortgage Bank (IMB) valued at $709 anda 
nominal position in OUSC Shostka City Milk Factory valued at $363. 
As of September 30, 2004, WNISEL held a nominal position in IMB 
valued at $709. The Fund, together with WNISEL, owns 100% of 
IMB. 


(b) Business environment 


The Region has been experiencing political and economic change 
which has affected, and may continue to affect, the activities of 
entities operating in this environment. Consequently, operations in 
the Region involve risks that do not typically exist in other markets. 
These financial statements reflect management’s assessment 

of the impact of the business environment in the Region on the 
operations and the financial position of the Fund. The future 
business environment may differ from management’s assessment. 
The impact of such differences on the operations and the financial 
position of the Fund may be significant. The ability to assess the 
valuation of Fund’s investments is also significantly influenced by 
the transition process and current economic conditions. 
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Notes to Consolidated Financial Statements 


2. Basis of Presentation 


The consolidated financial statements have been prepared in 
accordance with accounting principles generally accepted in the 
United States and include the accounts of the Fund and its wholly- 
owned and majority-owned subsidiaries which include Holding 
Company #1, FINCO and WNISEL. All significant intercompany 
transactions have been eliminated in the consolidation. 


The Fund is an investment company and follows accounting 
policies contained in the American Institute of Certified Public 
Accountants (AICPA) Audit and Accounting Guide, Audits of 
Investment Companies (the Investment Company Guide). This 
guide requires, among other things, investment companies to 
account for their investments at fair value and to consolidate other 
majority-owned investment companies. 


3. Summary of Significant Accounting Policies 


Management Estimates 


The preparation of financial statements in conformity with accounting 
principles generally accepted in the United States requires 
management to make estimates and assumptions that affect the 
reported amount of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. 


Investments in Equity and Debt Securities 


The Fund’s investments are not readily marketable and are typically 
not listed on an exchange or quoted in an open market. These 
investments are stated at fair value, which is in accordance with 

the International Private Equity and Venture Capital Valuation 
Guidelines and the AICPA Audit and Accounting Guide for 
Investment Companies, and as determined in good faith by 
management and approved by the Board of Directors. No material 
differences exist between the valuation methods. 


Equity investments may be made in cash or with in-kind equipment 
contributions at cost. Cost is initially used to represent the fair value 
of unquoted investments unless this basis is not representative 

of fair value. Subsequent valuation is determined by evaluating 

the portfolio, current economic conditions and information about 
specific investment situations including third-party financing, net 
asset value, earnings, budget to actual results and other factors 
considered relevant by management. These factors are subject to 
change over time and are reviewed periodically. As adjustments 
become necessary, they are reported in the period in which they 
become known. For debt securities, their fair values are based upon 


management’s continuing review and evaluation of these investments 
with consideration of past experience, expected future losses, 
sovereign and currency risk, the financial condition of the borrowers, 
current economic conditions in the Region, and other relevant factors 
such as the non-collection of principal and interest when due in 
accordance with the contractual terms of the agreement. 


The carrying values assigned to the investments are based on 
available information and do not necessarily represent amounts that 
might ultimately be realized, since such amounts depend on future 
circumstances and cannot be determined with certainty until the 
individual positions are liquidated. Due to the inherent uncertainty of 
the valuation, those estimated carrying values may differ significantly 
from the values that would have been used had a ready market for 
the investments existed, and the differences could be material. 
There is limited precedent for valuing such investments in the 
Region. Accordingly, the amounts realized could be different than 
their carrying value and the differences could be material. 


Investment transactions are recorded on a trade date basis with 
the resulting realized and unrealized gains and losses recorded in 
the consolidated statements of operations and changes in fund 
balance. For purposes of determining gains or losses on sales 
of investments, the cost of investments sold is determined on the 
specific identification basis. 


Cash and Cash Equivalents 


Cash and cash equivalents include cash held in bank accounts 
as well as any highly liquid financial instruments purchased with 
original maturities of three months or less. As of September 30, 
2005, the Fund held foreign currency balances valued at $87,625. 
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Notes to Consolidated Financial Statements 


Grant Funds Recognition 


USAID grant funds received, when draw-downs are made against 
the USAID letter of credit commitment, are recognized in the 
consolidated statement of operations and changes in Fund 
balance. The Fund drew down $20,100,000 and $0 of the USAID 
letter of credit commitment for the years ended September 30, 
2005 and 2004, respectively. 


Dividend Income 


Due to the irregular nature of dividends on the Fund’s investments, 
dividend income is recorded on the ex-dividend date, when 
possible, and on a cash basis when dividends that were not 
previously known are received. 


Interest Income 


Interest on debt securities is accrued at the contractual rate based 
upon the principal amount outstanding and credited to income as 
earned. 


Depreciation and Amortization 


Apartments are depreciated on a straight-line basis over 31 years. 
Automobiles, computer equipment and software, furniture and 
other office equipment are depreciated on a straight-line basis 
over their estimated useful lives, principally 5-7 years. Leasehold 
improvements are amortized on a straight-line basis over the lesser 
of their useful lives or the term of the lease. 


Translation of Foreign Currency 


The Fund’s functional currency is the U.S. dollar. Generally, the 
Fund's operating transactions are denominated in U.S. dollars; 
however, on occasion transactions are contracted in foreign 
currencies. 


Investments made by the Fund, which are denominated in foreign 
currencies, are initially recorded at the U.S. dollar equivalent on the 
date of the transaction and valued at September 30, 2005 and 2004 
in accordance with the Fund’s valuation policies. Liabilities related 
to the funding of investments, which are denominated in foreign 
currencies, are initially recorded at the U.S. dollar equivalent 

on the date of the transaction and translated into U.S. dollars at 


the prevailing exchange rates at September 30, 2005 and 2004, 
with the resulting gain or loss included in the accompanying 
consolidated statements of operations and changes in fund 
balance. Items of income or expense that are denominated in 
foreign currency are translated at the average rate for the month in 
which the transaction occurred. 


Technical Assistance 


The Fund provides technical assistance to certain of its portfolio 
companies that may include, but is not limited to, transfer of used 
fixed assets, payment of expenses for portfolio company systems 
implementations, consulting, training and other costs. Such 
amounts are expensed as incurred and included in professional 
fees in the accompanying consolidated statements of operations 
and changes in fund balance. 


Financial Participation Rights 


Financial Participation Rights agreements have been established 
with management of a number of the Fund’s portfolio companies. 
Generally, such rights entitle certain employees of portfolio 
company management to receive a percentage of the proceeds 
received by the Fund for dividends paid by the portfolio company 
or proceeds received from the sale of the portfolio company. As of 
September 30, 2005 and 2004, Financial Participation Rights of $0 
and $478,195, respectively, were recorded as exit-based incentive 
expense. 


Long-Term Equity Incentive Plan 


The Board of Directors of the Fund has established a Long-Term 
Equity Incentive Plan (the LTEI Plan) with an effective date of 
October 1, 2002 for certain employees of the Fund. This LTEI Plan, 
as approved by Congress and USAID, awards an interest in the net 
realized gain upon sale of the Fund's equity interest in a portfolio 
company. For LTEI plan purposes, the calculation of net realized 
gain includes proceeds from sale, as well as cumulative dividends 
and preferred returns received from the portfolio company, net 

of any applicable Financial Participation Rights. The interests 

are subject to a three-year vesting period and vest in one-third 
increments on each anniversary of the date of grant. No liability is 
recorded for dividends and preferred returns from existing portfolio 
companies as the liability is contingent upon the sale of the 
portfolio company at a gain. 
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Notes to Consolidated Financial Statements 


4. U.S. Government Grants 


For the years ended September 30, 2005 and 2004, USAID has 
committed, in a letter of credit, additional grant monies of $1 million 
and $2.25 million, respectively, to the Fund for program purposes, 
including administrative expenditures. Under the terms of the 


Grant, the Fund may hold funds in interest-bearing accounts 
and may retain investment and realized gain income for program 
purposes. As of September 30, 2005 and 2004, the status of the 
Grant was as follows: 


2005 2004 
Planned grant funding $ 150,000,000 $ 150,000,000 
Total letter of credit commitment $ 144,969,125 $ 143,969,125 
Less amounts received (133,700,000) (113,600,000) 
Balance available under letter of credit $ 11,269,125 $ 30,369,125 


5. Concentration of Credit Risk 


By statute, all of the Fund’s investments are in business activities 
conducted in the Region. As such, these investments and cash 
balances held in the Region’s local banks are subject to the political 
and economic uncertainties associated with doing business in the 
Region. 


At September 30, 2005 and 2004, the Fund held cash and cash 
equivalents of $6,699,068 and $797,348, respectively, with one 


large United States commercial banking institution. Remaining cash 


balances were held in several local bank accounts in the Region. 


6. Fixed Assets 


As of September 30, 2005 and 2004, fixed assets consisted of: 


2005 2004 

Computer equipment and software $ 513,836 $ 531,361 
Furniture, fixtures and equipment 303,333 305,743 
Apartments 262,117 253,146 
Automobiles 194,790 214,624 
Leasehold improvements 105,370 100,878 
Telephone equipment 69,520 96,320 
1,448,966 1,502,072 

Accumulated depreciation and amortization (1,031,809) (1,070,035) 
Fixed assets, net $ 417,157 $ 432,037 
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7. Retirement Plan 


The Fund established a defined contribution retirement plan (the 
Plan) designed to be qualified under Section 403(b) of the Internal 
Revenue Code. All eligible employees meeting certain age and 
service requirements may participate. Eligible employees may 
contribute amounts no more than $14,000 in calendar year 2005 
and $13,000 in calendar year 2004. In addition, the Fund makes 
monthly contributions to each eligible employee’s account equal to 
25% of the employee’s base monthly salary, as defined, plus 5.7% 
of the amount of salary in excess of the Social Security Taxable 
Wage Base ($90,000 as of January 1, 2005 and $87,900 as of 


January 1, 2004). Employees are eligible to participate in the Plan 
immediately and are fully vested in the employer’s portion after two 
years of service. 


Employer contributions to the Plan totaled approximately $242,900 
and $268,600 for the years ended September 30, 2005 and 2004, 
respectively, and the related expense is included in employee 
compensation and benefits in the accompanying consolidated 
statements of operations and changes in fund balance. 


8. Long-Term Equity Incentive Plan 


For the year ended September 30, 2004, the Fund recorded 
a liability for future distributions to LTE! participants relating to the 
sale of SBK. In March 2004, sale proceeds were received in full and 
the share transfer completed. 


For the year ended September 30, 2003, the Fund recorded 
a liability for future distributions to LTE! participants relating to 
the sale of Intravest Finance and Investment Company Limited 
(Intravest). In January 2003, sale proceeds were received in full 
and the share transfer completed. For the purposes of the LTEI 
Plan, the closing date of this transaction was deemed to be January 
21, 2004, the expiration date of the Fund's potential liability for 
representations and warranties pursuant to the terms of the 
Investment Agreement. 


As of September 30, 2005 and 2004 and for the years then 
ended, $856,550 and $1,282,782, respectively, have been 


recorded as exit-based incentive expense, $939,146 and 
$1,872,549, respectively, as exit-based incentive payable, and 
$154,001 and $1,026,174, respectively, as deferred exit-based 
incentive. Deferred exit-based incentive is shown as a reduction 
of fund balance in the accompanying consolidated financial 
statements. The exit-based incentive expense, exit-based 
incentive payable and deferred exit-based incentive amounts 
include the Fund's portion of related payroll taxes. The deferred 
exit-based incentive amount will be charged to expense over 
the remaining vesting period. As of September 30, 2005 and 
2004, management's estimate of the future liability to LTEI Plan 
participants related to cumulative dividends and preferred returns 
received from existing portfolio companies is $455,137 and 
$310,054, respectively. 
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9. Commitments 


Leases 


During 2005, the Fund entered into various new lease agreements 
under which it is committed to make rental payments for office 
premises through 2009. Rent expense for the years ended 
September 30, 2005 and 2004 was $274,601 and $285,325, 
respectively. Minimum annual lease commitments for fiscal year 
2006 and thereafter are as follows: 


2006 $ 278,914 
2007 250,648 
2008 226,021 
Thereafter 72,592 

$  — 828,175 


Investments 


In September 2004, in accordance with the Share Pledge 
Agreement (the Pledge Agreement) between the Fund and the 
European Bank for Reconstruction and Development (EBRD), the 
Fund pledged 895,588,514 of common shares and 132,085,215 


of preferred shares in Energy Alliance to the EBRD as security for a 
$10,000,000 Loan (the Loan) to this portfolio company. The pledge 
shall remain in effect as security until the loan obligations have 
been fully discharged. New shares issued to the Fund subsequent 
to the date of the Pledge Agreement of 38,682,113 are in process 
of being pledged. All shareholders of Energy Alliance bear joint 
and several liabilities for performance of the Loan obligations. If a 
default occurs, as defined in the Pledge Agreement, any dividends 
or amounts payable on the pledged shares will become payable 

to EBRD and applied against the outstanding Loan balance. Per 
the Pledge Agreement, the Fund is responsible for the lesser of 
the value of the pledged shares or the outstanding Loan balance. 
Additionally, if repayment of the Loan is made in a currency other 
than US dollars, the Fund is liable for any foreign currency loss 
realized upon its conversion. 


In addition, in 2004, the Fund signed a Commitment Letter with 
the Overseas Private Investment Corporation (OPIC) for OPIC to 
provide a credit facility to IMB of up to $30,000,000, subject to the 
Fund assuming joint and several liability for certain agreed-upon 
obligations. The Loan Agreement between OPIC and IMB was 
signed in April 2005. 


10. Tax Status 


United States 


The Fund is exempt from Federal income taxes under Section 
501(c)(3) of the U.S. Internal Revenue Code (the Code), and has 
been classified as an organization that is not a private foundation 
as defined in Section 509(a)(1) of the Code. In addition, the Fund is 
exempt from payment of state and local income taxes. 


Western NIS Region 


The registration of the Fund's accredited representative offices 

in Ukraine and Moldova occurred on March 31 and July 28, 1995, 
respectively. Under a bilateral agreement between the Government 
of the United States of America and the Governments of Ukraine 
and Moldova regarding cooperation to facilitate the provision of 
assistance, the Fund is exempt from taxation on income received 
in connection with implementation of the United States assistance 
programs. During fiscal 2003, the Fund ceased activities of its 
representative office in Ukraine, electing to conduct its operations 
as an international technical assistance project, as defined by the 
Governments of the United States and Ukraine. 


Western NIS Enterprise Fund AnnualReport 2005 


28 


Notes to Consolidated Financial Statements 


11. Related Party Transactions 


The Fund pays certain costs on behalf of its portfolio companies 
for which the Fund seeks reimbursement. Amounts not ultimately 
reimbursed to the Fund are written off and expensed in the 
accompanying consolidated statements of operations and changes 
in fund balance. 


In July 2005, a sale-purchase agreement was entered into with 
Prettl Kabelkonfektion GmbH to sell the shares of Prettl-Kabel 
Ukraine for $2,212,200. An amount of $442,440 was paid upon 
signing of the agreement and the remaining amount is due in four 
installments. The contractual interest rate is 296 per annum on all 
amounts outstanding subsequent to December 31, 2005. This 
outstanding amount is anticipated to be fully paid on June 30, 2007 
and is included in other assets in the consolidated statements 

of assets and liabilities. The receivable is measured at amortized 
cost of $ 1,721,344 calculated by discounting cash flows at LIBOR 
interest rate. This discount rate represents a market interest rate 
the Fund would expect to receive commensurate with the credit, 
interest rate and prepayments risks involved, which is the rate at 
which the same loans would be made under current conditions. 
The related loss on sale amounts to $ 48,416 and is included in the 
accompanying consolidated statement of operations and changes 
in fund balance. 


The Fund incurred expenses in connection with the establishment 
of IMB totaling $2,342,517, of which $976,727 was reimbursed by 


IMB. The remaining $1,365,790 of start-up expenditures incurred 
prior to registration of IMB with the National Bank of Ukraine were 
capitalized as equity investment in fiscal 2005. As of September 30, 
2004, the Fund incurred capital and operating expenditures related 
to the start-up of IMB totaling $1,934,885, which was included 

in other assets in the accompanying consolidated statements of 
assets and liabilities. 


During the year ended September 30, 2004, the Fund sold an 
apartment, including certain furniture and fixtures, for $186,946 

to the spouse of a Director and officer of the Fund. The sale 

was concluded at market value, with the approval of the Board 

of Directors. The Fund recognized a realized gain of $37,980 on 
this transaction. This amount is included in other income in the 
accompanying consolidated statements of operations and changes 
in fund balance. 


During the years ended September 30, 2005 and 2004, 

the Fund earned $126,944 and $93,888, respectively, of 
director's fees from its portfolio investments. In addition, two 
automobiles and computer equipment, all fully depreciated, 
were transferred to portfolio companies in fiscal 2005 and one 
fully depreciated automobile was transferred to a portfolio 
company in fiscal 2004. 


12. Contingencies 


In 2000, the Fund commenced arbitration proceedings before 

the International Centre of the American Arbitration Association 

in New York to recover a loan receivable from one of its portfolio 
companies, CJSC Sonola (Sonola). WNISEF won a $3,769,839 
arbitration award in 2001 but was subsequently unable to enforce it 
in Ukraine. Having exhausted all legal remedies in Ukraine, WNISEF 
applied to the International Centre for Settlement of Investment 
Disputes (ICSID) in 2004 with a claim against the Government of 
Ukraine for failing to protect the Fund's Bilateral Investment Treaty 
rights in relation to Sonola. 


In June 2005, the Fund negotiated a $3,000,000 out-of-court 
settlement to divest of its shares in Sonola. In August 2005, 
proceeds of $2,000,000 were received and subsequent to 
September 30, 2005, an additional $523,960. The remaining 
balance of $476,040 is anticipated to be fully paid in the first 
quarter of 2006. As of September 30, 2005 and 2004, the carrying 
value of the equity investment in Sonola consolidated statements 
of assets and liabilities is $3,000,000 and $0, respectively. The 
proceeds received in August 2005 were recorded in other liabilities 
in the amount of $2,000,000 in the consolidated statements of 
assets and liabilities and an exchange gain of $11,946 was realized 
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on the conversion of the proceeds received. Once final payment is In the ordinary course of business, the Fund is involved in various 
made, both parties have agreed to proceed with a mutual release of other claims and legal actions and may bear material legal costs 


all outstanding claims. relating to such matters. In the opinion of management, no 


provision has been included in the accompanying consolidated 


During fiscal 2004, payments totaling $400,012 were also received financial statements as the ultimate disposition of the various 


by the Fund from Sonola in connection with the loan default. Of this ^ claims and legal actions, based on information currently available, 


amount, $320,679 and $79,333 was included in other income and may not be determined at this time and the loss, if any, will not 


interest income, respectively, in the accompanying consolidated have a material adverse effect on the Fund's consolidated financial 
position or changes in fund balance. 


statements of operations and changes in fund balance. 


13. Guarantees 


In the normal course of business, the Fund enters into contracts future claims that may be made against the Fund that have not yet 
that contain a variety of representations and warranties and which occurred. However, based on experience, the Fund expects the risk 
provide general indemnifications. The Fund's maximum exposure of loss to be remote. 


under these arrangements is unknown, as this would involve 


14. Financial Highlights 


The following presents the financial highlights for the Fund for the years ended September 30, 2005 and 2004: 


Ratios to average Fund balance 
Net investment loss 
Net realized gain on investments 


Expenses, including exit-based incentive expense - current 
Less exit-based incentive expense - current 
Expenses, excluding exit-based incentive expense - current 


Total return, including exit based incentive expense - current and deferred 
Less exit-based incentive expense - current and deferred 
Total return, excluding exit based incentive expense - current and deferred 


Ratios to Committed Capital 
Net investment loss 
Net realized gain on investments 


Expenses, including exit-based incentive expense - current 
Less exit-based incentive expense - current 
Expenses, excluding exit based incentive expense - current 


2005 2004 
(9.6)96 (10.6)96 
0.096 10.096 
12.096 16.096 
(1.6)96 (4.0)96 
10.4% 12.0% 
(3.1)% 6.1% 
0.0% 4.8% 
(3.1)% 10.9% 
(3.6)% (3.3)% 
0.0% 3.0% 
4.596 4.9% 
(0.6)% (1.2)% 
3.9% 3.7% 
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Ratios to average Fund balance are computed as year-end net 
investment loss (total investment income less total expenses), net 
realized gain on investments (excluding realized losses from the 
write-off of investments) and expenses divided by the average Fund 
balance for the year. Total return represents a change in the value 
of an investment, measured by comparing the aggregate ending 
value of the Fund balance to the aggregate beginning value of the 
Fund balance, adjusted for grant contributions during the year. 


The total return and ratios have been presented before and 
after the effects of exit-based incentive expense, which 


includes expenses related to Financial Participation Rights and 
the LTEI Plan. 


Ratios to Committed Capital are computed as year-end net 
investment loss (total investment income less total expenses), 
net realized gain on investments (excluding realized losses from 
the write-off of investments) and expenses divided by committed 
capital. Committed capital is the total letter of credit commitment 
from USAID. As of September 30, 2005 and 2004, these amounts 
were $144,969,125 and $143,969,125, respectively. 


15. Subsequent Events 


Subsequent to year end, the Fund sold its 1.3896 stake in CJSC Kharkiv Tile Plant for proceeds of $150,000. 
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